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DualSectorInflationin Pakistan
UsMAN AFRIDI and ASGHAR QADlR*
1. INTRODUCTION
In thisnotewepointouttheimportanceofusingthestandardeviation,s in
economicanalysis,not merelyasan indicatorof confidencelevelfor prediction,
but alsoas a basicanalyticaltool. It is shownthatnewinsightsintoeconomic
problemsmaybe obtainedby givingcloserattentionto thisstatisticalindex,in
additionto theothermorecommonlyusedindices.If thestandardeviationforan
economicindexis too high,it maybemoreappropriateto dispensewiththeone
indexfor theentiresampleandbreakthesampleintotwoormoreparts,eachof
whichhasareasonablestandardeviation.
It is necessaryto rememberthatthelikelihoodof a givenpredictioncoming
true within certainerrorsis calculablefor particularprobabilitydistributions.
Generally,for adequatelyargesamplesthepredictionwill bereliablewithintwo
standardeviations(2s).However,for verysmallsamples,abetterestimateof the
uncertaintyof predictionis providedby 2t,.ratherthanby2s,t,.beings/n-l, where
n is thenumberof eventsin thesample.Foramedium-sizedsampleitwouldappear
reasonabletouses+t,.insteadof 2s(inthecaseoflargesamples)or2t,.(inthecase
of smallsamples).Generally,samplesof 5-10 areregardedassmall,of 10-20as
mediumandof>30aslargeinsize.
*UsmanAfridi is a ResearchEconomistat theP.I.D.E.,Dr. AsgharQadiris theChairman
of theMathematicsDepartmentat theQuaid-i-AzamUniversity,Islamabad,heis alsoassociated
with theP.I.D.E. The authorswould like to thank Prof. Syed NawabHaiderNaqvi for his
commentsand helpful suggestions.They alsogratefullyacknowledgeseveralilluminatingdis-
cussionswith Dr. KhwajaSarmad,Dr. A. R. Kemal,Dr. SarfrazQureshiandothermembersof
the ResearchStaff of the PIDE. The authorsalsoacknowledgethevaluableeditorialhelpof
SyedHamidHasanNaqavi.
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In this note,we applytheseconsiderationsto the inflation index.Clearlythis
indexis only an averageof theinflationsof all commodities.A completedescription
of inflation in an economywould bea tabulationof the priceincreaseindexover
time (the period one is looking at). However,this tabulationin itself is of no
economicuse,becauseit cannotpredictthefuturepriceof anindividualcommodity.
By the sametoken,theinflation indexis usefulbecauseit indicatesthatthepriceof
the commodity will probably have increasedby a givenamount. The less the
accuracyof the prediction,thelesstheutility of the indexfor purposesof analysis.
On the basisof our earlierargumentsthe indexis meaninglessif theinflationrateis
aboutthesameasthestandarddeviationfor it.
Our analysisshows that within the time period consideredfor the single
inflationrate,the standarddeviationis verycloseto theinflationrate.Thus,asingle
index for inflation is invalidfor thepurposesof predictionand inadequatefor any
economicanalysis.
In the next sectionwe discussthe rationalefor ouruseof a two-sectormodel.
The presentationof dataandtheiranalysisfollow in the third andfourth sections.
Weconcludewith somepolicy implicationsfromouranalysisin thefifth section.
2. SOMEBASICMODELS
In this sectionwe discusssomehypotheticaltwo-sectormodelsto emphasize
the newfeaturesthatappearin a two-sectoranalysis,whicharecompletelylost in a
single-sectoranalysis.Of course, a multi-sectoranalysiswould provide further
economicinsights.
Imagineaneconomywith two sectorswith equalweights.Theinitialpricelevel
for the two sectorsis different,but within eachsectorit is the same.It mayseem
arbitraryasto wherethepricelevelis fixed, andhencethe distinctionof the price
level may seemirrelevant.The purposeof introducingthis differenceis for later
referencewhereinflationrateschangingovertimewill makeit impossibleto keepthe
pricelevelsof thetwo sectorsthesameateverystartingtime.
(i) Consider,first, thecasewherethe two sectors,A andB, experiencequal
inflation ratesovertime(seeFigure1). Theinitialpricelevelsfor thetwo
sectorsarePI andP2 respectively.Bothsectorshavea constantandequal
inflationratealongAa andBb. At anylatertime,t, thepricelevelsof the
two sectorsarePI (t) andP2 (t). Hereno errorcanresultfromtheuseof
a singleindex to explain inflation for a singlesector (with twice the
weight) having an initial price level P =(PI +P 2)/2 and inflating along Cc
so thatthepricelevelatt, p(t), is theaveragePI (t) andpit).
(ii) Consider,next,a varyinginflationrateovertim~(seeFigure2). Theinfla-
tion ratebetweenthetwo parallelcurvesis thesame.Whentheyconverge,
in the casethat they are both convexas in (Figure 2a), the difference
betweenthe averagecurveandthe two curvesreduces.Thus, thereis an
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increasinglybetterdescriptionof theeconomyin termsof a singlesector.
However,in the casethat they areboth concaveas in (Figure2b), they
diverge.Here the aggregatedescriptionbecomesincreasinglypoor asthe
differencebetweenthetwo sectorsandtheaveragesteadilyincreases.Thus
the standarddeviationincreasesandthe reliabilityof the averagedescrip-
tion steadilydeterioratestill it becomespointless.It isveryclearthathere
it would be more appropriateto disaggregatethe economyinto two
sectors.Noticethatif thecurveis steeperthanparabolic,thechangein the
standarddeviationwill increaseevenin termsof constantprices.
(iii) Consider now the case(howeverunlikely it may seem)of equal and
opposite variations over time (see Figure 3). Here the single-sector
inflation rate is zero. However,one sectoris inflatingwhile the otheris
deflating.Thus, it is absurdto havea singleindexasit showsnothing.At
leasta two-sectorframeworkis essentialhere. In Figure3a, with both
curvesconvexto the timeaxis,the differencebetweentheaverageindex,
parallelto the timeaxis,andthetwo curvesincreases.Sincethedifference
is bounded,it stabilizes.In Figure3b with constantratesthe difference
is not bounded.Clearlythe single-sectordescriptionis entirelyirrelevant
hereas the predictionof a zero (or nearlyzero) inflationratebecomes
steadilyworsewith the passageof time,andonly the two-sectoranalysis
can be applicable.Notice thatwhenthe secondsectordeflatesto a zero
price it becomesa sectorproducingfree goods.Undertheseconditions,
therewill occura basicstructuralchangein theeconomy,whichcouldnot
be anticipatedby a zero inflationrate.In Figure3c,wherethetwocurves
areconcaveto theline representingtheaverage(zero)inflation,themagni-
tude of the differenceincreasesevenfasterthan in the case(iii b) and
becomesworseevensooner.A singleindexin all thesethreecasesis not
only meaningless,butevenmisleadingfor predictivepurposes.
Now considerthe casewhereone sectoris experiencinga zero inflation
ratewhile the otherhaspositiveinflation(seeFigure4). The averageinfla-
tion rateis not asbada descriptionin thiscaseasin thecase(iii b). In the
earlystagesit mayevengivevalidpredictions.However,theremustcomea
stagewheretheuncertaintyof predictionis greaterthantheaveragerate.
At thisstageatwo-sectoranalysisbecomesessential.
In actualeconomies,if a two-sectoranalysisis reasonablewewouldexpect
different,positive,time-varyinginflation rates.As Figure5 suggests,the
movementtowardsinstabilityincreasesthe distancebetweenthe average
curveXX' andthe two curvesAA' andBB'. In thispaperouranalysiswill
be basedon thismodelandwewouldsuggestthattheuseof a singleindex
for explaininginflation in Pakistanis not validandthatit wouldbemore
appropriateto presentheeconomyasthatof twosectors.
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3. DATA
A
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Wehavedisaggregatedthe economyinto two sectors,which,asweshallsee,is
a meaningfuldisaggregationfor predictivepurposes.In thefirst sectorwehavelisted
16commoditieswhichcanbe describedas"basicfoods" andareall producedin the
agriculturalsector.(Henceforthweshallcall it thebasic-foodconsumptionsector,or
"Sector A".) In thesecondsector,we havelisted28 commoditieswhichconsistof
finishedindustrialproducts,industrialraw materialand cashcrops from the agri-
culturalsector.(Henceforthwe shallcallit "SectorB".)
We haveusedtwo sourcesof data for the purposeof our analysis.The CSO
priceindicesof wholesaleprices[5] (baseyear 1969-70)to determinetheinflation
rates of individual commodities. To determinethe weightsof commoditiesas
againstthe total weightsof their respectivesectorswe haveusedthe 'input-output'
tablescompiledatthePakistanInstituteof DevelopmentEconomics(PIDE) [2].
WehaveusedtheCSO statisticsbecause venif thewidelyheldbeliefthatthey
depresspricechangeswastrue,ourargumentswouldbeevenstronger.
The reasonwhy we usethe'input-output'tablesof thePIDE ratherthanthose
of the censusof ManufacturingIndustriesor the data availablein the National
Accountsis as follows. The CMI datasuffer from non-responseand aretherefore
veryunreliable.The weightscomputedon thisbasisarebiased.TheCSO aggregation
of price indices,which arebasedon the CMI data,is thereforeinaccurate.Wehave
alsonot usedthe NationalAccountsDatabecausethey do notprovidethedisaggre-
gationrequiredto computethe weightsof individualcommodities.Thisdisaggrega-
tion is providedby the 'input-output'tablesof thePIDE, whichsufferlessfromthe
non-responseproblem.
Wehavenot includedcementandothercommoditiesrelatingto construction
in our analysisbecause,duringthe period underconsideration,thesecommodities
were temporarilysubjectto extraordinaryfactorswhich left themunsuitablefor
analysis.1 Wehavealsonot includedrice in our consumptionsectorbecauseof the
specialcontrolsgoverningits productionandmarketing.As it is primarilyanexport
good,wehaveincludedit asacashcropin ourSectorB, andtheweightassignedto it
is proportionateto thequantityexported.
Wehaveselectedtheperiod1976-77to October1981for ouranalysis,soasto
avoidthe effectsof thedismembermentof Pakistanin 1971,theeffectsof thedeval-
uation of the rupeein the first half of the Seventiesandthe four-fold increasein
internationalpetroleumpricesof 1973-74(eventhoughthosefigureswould have
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Time
Fig:5. 0 ifferent, Positive Inflation Rates
in a Two- Sector Model.
IThe TarbelaDam repairsand the constructionboom due to increasingforeignremit-
tancesresultedin creatingshortagesof constructioncommoditieswhich raisedthe pricesup-
wards. Duringthefirst half of thetimeperiodconsideredbyus,cementwasbeingsoldat 200%
of the internationalprices. Both thesefactorsstabilizedby the latterhalf of the timeperiod
consideredby usandtherewasaglutin thecementmarket.
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increasedtheuncertaintiesin thesingle-sectoranaysismuchmorethanin thetwo-
sectoranalysis).Theperiodselected,thoughshort,hasbeenrelativelystableasit
experiencedno naturaldisastersandenjoyeda moreor lessconsistenteconomic
policyandanapparentpoliticalstability.
4. ANALYSIS
Considerfirstthesingle-sectoranalysis.In Table1 therearelisted44 com.
moditieswhicharea fairrepresentationf theeconomyandwereworthRs.58,911
millionin 1975-76.Wetookthevalueof productionfromtheinput-outputtables
mentionedearlierandcomputedtherespectiveweightsfromthem.Weobtainedthe
inflationratesof individualcommoditiesby usingtheCSOpricesfor thosecom-
modities.Weappliedtheweightsof thecommoditiesto theirinflationratesand
obtainedtheweightedinflationratefor thewholesector.Wefoundit tobe11.28
percentperannum.Usingthepreviousdatawecomputedthestandardeviationfor
thissingleindexandfoundit to be9.8andb,to be 1.5. Clearly,for thislarge
sampletheindexshouldbemorethan2s.However,it isin factevenlessthans+b,.
On thebasisof ourpreviousargumentswewouldsuggestthatthissingleindexis
statisticallymeaninglessforthepurposesofprediction.
Considernow thetwo-sectoranalysis.Table2 presentsSectorsA andB as
describedearlier.SectorA consistingof 16commoditiesi amedium-sizedsample.
It wouldbereasonableto estimatetheuncertaintyof thepredictionbys+ b,rather
thanby 2b,(whichis usedfor a smallsample).Theweightedinflationratefor this
sectorwascomputedtobe16.9percentwiths=11.4andb,=2.9.Thuss+b,=14.3.
Theindex,beingmorethantheuncertainty,isfairlyreliable.
SectorB, presentedin Table2, consistsof 28 commodities.Theweighted
inflationratefor thissectorwascomputedto be6.2percentwiths =3.4andb,=
0.6.Thuss+b,=4.0< 6.2.Theindex,beingcloseto2sandwellaboves+b"isquite
reliable.Noticethatin a normalrandomsample,disaggregation"willgivethecom-
ponentshigheruncertaintiesthantheoriginalaggregatesample.Evenif nodifference
hadbeenmadeby disaggregating,thedisaggregationcouldnothavebeenrandom.
Sincetheuncertaintiesaresharplyreduced,andin factamuchsmallersample(16
elements)hasnearlythesameuncertaintyasthetotalsampleof 44elements,the
disaggregationmustbesignificant.
Wecarriedouttwotestsfor thestabilityof ouranalysis.Thefirsttestwasto
splitthetimeperiodconsideredinto two.For theonesectorin thefirsthalfthe
inflationratewasI0.7percentandthestandardeviationfor it was10.2.In the
secondhalf theinflationratewas11.4percentandthestandardeviationfor it
was9.6.In bothcases,astheindexwaswellbelowtwostandardeviations,the
single-sectoranalysiswasfoundnot suitablefor predictivepurposes.For thetwo-
sectoranalysis,in theconsumptionsector,in thefirsthalf,theinflationratewas
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Table1- (Continued)
2
Leather
Cotton
Sugarcane
Rice
Wool
Hair
Hide
Skin
Tobacco
11.40
5.40
10.20
6.40
-.30
-7.30
-.50
4.00
8.50
Source:[2], [5].
AverageInflation Index =11.2767
Variance of Inflation =96.0096
Standard Deviation of Inflation =9.7984
N
0
w
N
Table1- (Continued) 0N
2 3 4 5 6 7 8
Meat(Beef) 12.85 1059 .0180 .2313 1.5733 2.4753 .0446
Condiments 10.80 121 .0021 .2277 .4767 .2272 .0005
Fish 18.42 686 .0116 .2137 7.1433 51.0267 .5919
IronandSteel 4.20 2797 .0475 .1995 7.0767 50.0797 2.3788
Machinery 8.60 1967 .0334 .2872 2.6767 7.1647 .2393
Transport 9.20 1167 .0198 .1822 2.0767 4.3127 .0854
Chemicals 13.77 1014 .0172 .2368 2.4933 6.2165 .1069
DrugsandMedicines 7.90 911 .0155 .1225 3.3767 11.4021 .1767
;:,:
:t:..
CottonYam 4.80 1371 .0233 .1118 6.4767 41.9476 ,9774 '::;>§;
CottonManufactures 5.10 1642 .0279 .1423 6.1767 36.1516 1.0086 I:>;:,:
Silk-Rayon 9.30 985 .0167 .1553 1.9767 3.9073 .0653
I:>..
:t:..
Jute Manufactures 6.20 462 .0078 .0484 5.0767 25.7729 .2010 is
WoolTextiles 3.10 214 .0036 .0112 8.1767 66.8584 .2407
...
Matches 13.80 57 .0010 .0138 2.5233 6.3670 .0064 I:>.."'.
EdibleOil 2.10 4708 .0799 .1678 9.1767 84.2118 6.7285
Radio- T.V. 2.40 192 .0033 .0079 8.8767 78.7958 .2600
Elect.Goods 10.26 187 .0032 .0328 1.0167 1.0337 .0033
Fertilizer 6.70 . 817 .0139 .0931 4.5767 20.0462 .2912
DyeingMaterial 6.00 180 .0031 .0186 5.2767 27.8436 .0863
RubberProducts 8.00 212 .0036 .2288 3.2767 10.7368 .0387
Sugar 12.30 1020 .0173 .2128 1.0233 1.0471 .0181
Cigarettes 13.50 1050 .0178 .2403 2.2233 4.9431 .0880
Continued-
3 4 5 6 7 8
. 210 .0036 .0410 .1233 .0152 .0001
5439 .0923 .4984 5.8767 34.5356 3.1876
990 .0168 .1714 1.0767 1.1593 .0195
2479 .0421 .2694 4.8767 23.7822 1.0012
. 70 .0012 -.0036 -14.2767 203.8242 .2446
175 .0030 -.0219 -18.5767 345.0938 1.0353
368 .0062 -.0031 10.7767 116.1371 .7201
.0030 .002 7.2767 52.9504 t::;,174 .1589 [305 .0052 .0442 2.7767 7.7101 .0401 %'"c...
11.2767 96.0096
I?...
o'
;:,:
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Table 2
Inflationandits Variancefor TwoSectors
N
0
~
P.
I
Value W2 DW2 d d2 d2w 2
Wheat
Maize
Barley
Jowar
Bajra
Gram,Whole
Gram,Split
Masoor
Mash
Moong
Vegetables
Fruit
Poultry
Meat(Beef)
Condiments
Fish
10.65
12.52
14.15
10.00
11.50
48.55
50.96
26.80
23.80
17.61
16.25
15.32
14.25
12.85
10.80
18.42
SectorA (ComprisingBasicFoodCommodities)
11818 .4258 4.5348 6.2415
1057 .0381 .4770 4.3715
390 .0141 .1995 2.7415
294 .0106 .1060 6.8915
748 .0270 .3105 5.3915
1736 .0626 3.0392 31.6585
1110 .0400 2.0384 34.0685
410 .0148 .3966 9.0985
257 .0093 .2213 6.9085
406 .0146 .2571 .7185
3658 .1318 2.1418 .6415
3140 .1131 1.7327 1.5715
863 .0311 .4432 2.6415
1059 .0382 .4909 4.0415
121 .0044 .0475 6.0915
686 .0247 .4550 1.5285
16.8915
38.9563
19.1100
7.5158
47.49
29.0683
1002.2606
1160.6626
98.1884
47.7274
.5162
.4115
2.4696
6.9775
15.3334
37.1064
2.3363
16.5876
.7281
.1060
.5034
.7848
62.7415
46.4265
1.4530
.4439
.0075
.0542
.2793
.2170
.6239
.1632
.0577
131.0145
£;:
~
~~-.'"
[
:t..
~
~...
~
So...'
Source:[2], [5].
AverageInflation Index =16.8915
Variance ofInflation =131.0145
Standard Deviation of Inflation =11.4462
-----
Continued-
Table2- (Continued)
(%) Value W3 PW3 d d2 d2w3
SectorB (comprisingOtherCommodities)
IronandSteel 4.20 2796 .08972 .3768 -2.0416 -4.1681 .3740
Machinery 8.60 1967 .06312 .5428 2.3584 5.5621 .3511
Transport 9.20 1167 .0374 .3441 2.9584 8.7521 .3273
Chemicals 13.77 1014 .0325 .4475 7.5284 56.6768 1.8420
DrugsandMedicines 7.90 911 .0292 .2306 1.6584 2.7503 0.0803 0
[CottonYarn 4.80 1371 .0439 .2107 -1.4416 +2.0782 0.0912
CottonManufactures 5.10 1642 .0526 .2682 -1.1416 +1.3032 .0685
'"
1:)...Silk-Rayon 9.30 985 .0316 .2939 3.0584 9.3538 .2956
Jute Manufactures 6.20 462 .0148 .0917 -0.0416 +0.0073 .0001
5'WoolTextiles 3.10 214 .0006 .0186 -3.1416 +9.8696 .0592 ;::
Matches 13.80 57 .001 .0138 7.5584 57.1294 .0571 S.
EdibleOil 2.10 4708 .1510 .3171 -4.1416 +17.1528 2.5901 ;>;-1:;'Radio- T.V. 2.40 192 .006 .0144 -3.8416 +14.7579 .0885 ;::
Elect.Goods 10.26 187 .006 .0615 4.0184 16.1475 .0969
Fertilizer 6.70 817 .026 .1742 0.4584 .2101 .0055
DyeingMaterial 6.00 180 .006 .036 -0.2416 +0.0584 .0004
RubberProducts 8.00 212 .006 .048 1.7584 3.0920 .0186
Sugar 12.30 1020 .0327 .40221 6.0584 36.7042 1.2002
Cigarettes 13.50 1050 .0336 .4536 7.2584 52.6844 1.7702
Leather 11.40 210 .006 .0684 5.1584 26.6091 .1596
Continued-
N
0
VI
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15.7percent>s +6.=9.6, in the secondhalf the inflationratewas18 per-
cent>s + 6.=13.1.ForSectorB,theinflationratein thefirsthalfwas4.6percent
> s +6.=2.6,in thesecondhalftheinflationratewas7.3percent>s + 6.=3.9.
In allcases,wefoundthetwo.sectoranalysisassignificantforpredictivepurposesas
in thepreviousanalysis.As such,theanalysiswasfoundto bestable.Theapparent
increaseintheinter-sectordifferenceovertimemaynotbesignificant,butit suggests
thatthecurvesfor thetwo sectorsareconcaveto thetimeaxis,withSectorA
increasingmoresteeplythanSectorB.
In thesecondtestwesubstitutedsugarfor fishin theconsumptionsectorand
viceversafor theproductionsector.In thefoodsectorwefoundtheinflationrate
fallingby0.1percentbutwithnochangein thestandardeviationforit. In Sector
B, the inflationrateroseby 0.2 percentbut againtherewasno changein the
standardeviationfor it. Thistestagainestablishedthestabilityof ouranalysis,
suchthatit isnotaffectedbyJ14inorsubstitutionsofcommodities.
To summarize,wefoundthatthesingleindexwasinadequatefor predictive
purposesbutthetwo-sectorindiceswerefairlyreliableandmeaningful. .
Wehavetakenwheatpricesastheyarewithoutconsideringthe35percent
subsidyon it. However,therecentIMF andWorldBankrecommendationsfor the
withdrawalof subsidieswouldmakeit importanttoconsiderthecostasit wouldbe
withoutGovernmentintervention.It is significantto notethatif weperformthe
abovecalculationswiththesubsidyremovedthesingleinflationratewillincreaseby
0.7-12.0percentand s will increaseby 0.07-9.8. In the consumptionsector,
however,the inflationratewill increaseby 1.6percento be 18.5percentand
s will decreaseby 0.7to be10.7.Thuswewouldfindamuchbetterfit tothetwo-
sectormodelthanto thesingle-sectormodel.Presumablythiswastheeconomic
reasonfor thissubsidyin thefirstplace.2It wouldbeveryharmful,then,toremove
thissubsidyassuggestedbytheIMF, asit wouldincreasethedivergenceb tweenthe
two sectors.It maybearguedthattheothersuggestionsin theIMF package(as
reportedin thedailypress)couldalterour conclusion.However,a glanceat the
suggestionsshowsthattheyall tendin thesamedirection.It maybehopedthatin
thelongrunthesituationmaytendto improveby followingtheIMF package.We
feelthatthisisa forlornhopeunlessthepackagehasbeenpreparedwithaneyeon
thisproblem- whichwehavenoreasontobelieveisthecase.
-
N
5. SOMEPOLICY IMPLICATIONS
ThePIDEhas constructedan econometricmodelfor Pakistan'seconomy
(1959-60to 1978-79)with103variables[4].Themodelhasderivedsystematicand
~
~
~ 2It is interestingto note that if we wereto replacethe 35-percentsubsidymentioned
aboveby 100percent,the standarddeviationin the two-sectormodelwoulddecreaseconsider-
ably.
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empirical relationshipsfor the economy. The model suggeststhat inflation in
Pakistanhasmostly beena domesticphenomenon,ratherthanan importedoneas
popularlybelieved.Our analysisis in keepingwith the findingsof the econometric
model,because,if inflationwasdueto externalfactors,thenSectorB (beingassociat-
ed with exportsand imports)would havebeeninflatingat ahigherratethanSector
A. Our findings,beingto thecontrary,would suggesthat if externalfactorsaffect
the economyat all the effect is, at most, lessinflationarythan that due to the
domesticfactors.Admittedlytherecouldbeotherexplanationsfor our findings.
Our analysissupportsthe resultsof the econometricmodel inasmuchas it
identifiesthe factorsresponsiblefor the higherrateof inflationin our economy.We
find SectorA inflatingatabout17percent,nearly3 timestherateof SectorB which
is inflating at about 6 percent.Thus it is SectorA which is responsiblefor the
double-digitinflation ratewithin the economy.Notice that this identificationhas
only beenpossiblethrougha two-sectoranalysis,&pdhasbeenignoredup to now
becauseof a single-indexanalysiswhichwasinadequatefor statisticalprediction,or
a multisector-indexanalysiswhichwaswithoutanypredictivesignificance.
A significantlyrisinginflationwould indicate,in verybasiceconomicterms,a
shortagein supplyandanexcessin demand.On theotherhand,verymoderateinfla-
tion would suggesthat the forcesgoverningdemandand supplyof goodscanbe
characterizedasnormal.From our analysiswe infer that SectorB, with a relatively
low inflationrate,hasexperiencedonly a moderateexcessdemand.SectorA, with
a veryhighinflationrate,on the otherhand,suffersfrom anacuteexcessdemand.
This fact is in contradictionof the popularbelief that Pakistanhasachievedself-
sufficiencyin theproductionof basicfood commodities.
The phenomenonof 'stagflation'(stagnationof the economycoupledwith
high inflation) presentin Pakistan'seconomywasidentifiedby Naqvi [3]. On the
basisof our analysiswe would suggesthat it is SectorB which is stagnatingand
SectorA is responsiblefor the high rate of inflation in the economy:Again,this
insight has been possibleonly througha two-sectoranalysis.Other thingsbeing
equal,low-incomegroupsspenda higherproportionof theirincomeson basicfoods
than the higher-incomegroups.Thus if the basic-foodsectoris inflatingat a rate
higher than that of SectorB, the lower-incomegroupswould be relativelyworse
off. The greaterthe disparity,the worseoff the lower incomegroups.It is interest-
ing to note that Irfan [1] who hasworkedout Gini indicesfor bothruralandurban
populations,finds that inequalitiesworsenedin the '70sasagainstearlierdecades.
Our analysiswouldconcurwith hisfindings.
In Figure6 we portraya hypotheticalsituationdepictingtheinflationexperi-
encedby theconsumer.In general,his expenditureandincomewill varydifferently
over time.Considerthe casewherehis incomeincreasesalongwith SectorB. If his
income(ata) is greaterthanthe costof his essentialconsumptioncommodities(at
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Fig:6. Dual Inflationary Aspects of a
Low-Income Earner.
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b), hewill beabovehis subsistencel vel.His incomehereis inflatingalongthecurve
AA' andfor his consumptionhe facesan inflationratealongthecurveBB'. Now if
BB is inflatingat a ratehigherthanAA " at somepoint 0, AA' will fall belowBB'.
The consumershouldthusfall belowhis subsistencelevelat this point. The recom-
mendationsof the IMF and the World Bank for removingthe subsidyon wheat
would bring the point 0 much earlier in time. It cannot then be doubtedthat
Pakistanmustgiveseriousattentionto the existenceof dualityin itseconomy.The
consequenceof thisdualityis to increaseeffectiveincomeinequalities.Policieswhich
try to makethetwosectorsconvergeareseento beabsolutelyvital.
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